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The Shrinking Free World 


TOMORROW’S WORLD IS YOUR PROBLEM 
By DR. CHARLES F. PHILLIPS, President, Bates College, Lewiston, Maine 
Delivered at the Convocation of the College, September 22, 1961 


HIS MORNING'S ADDRESS marks an exception to my 

usual practice of talking about educational matters at 

Convocation. I want to deal with the unpleasant truth 
contained in the statement that “the Free World is shrinking”; 
to propose that it is time for all of us—students, faculty, every 
citizen of our country and the rest of the Free World—to face 
this unpleasant fact; and to suggest one step in a possible 
course of action. 


WE ARE LosiInc THE COLD WAR 


As a point of departure, let me emphasize that during the 
past two decades—a period which roughly corresponds with 
the years that the Bates students here this morning have been 
on this planet—the United States and her allies, after winning 
World War II, have been losing the Cold War! 

The evidence for this statement? It is overwhelming and 
conclusive. In 1941 Communism existed mainly in Russia 
with about 7 per cent of the world’s population. Today it 
dominates in such formerly free areas as Poland, Czechoslo- 
vakia, Hungary, Bulgaria, Yugoslavia, East Germany, China, 
North Korea. More than one third of the people of the globe 
live under Communist governments. 

Even more important, the tide is still against us! Late last 
winter, President Kennedy used strong words to restate our 
commitments to defend Laos. In fact, he went so far as to tell 
Soviet Foreign Minister Gromyko: “The United States does not 
intend to stand idly by while you take over Laos.”? Yet, a few 
weeks later we meekly accepted a de facto settlement under 
which Laos in effect went behind the Bamboo Curtain. Recent 
developments in South Vietnam, Cambodia, and Thailand are 
not encouraging. That the Communists have long attached 
great significance to this area of the world is evident from the 
often-quoted doctrine of Lenin: “For World Communism, the 
road to Paris lies through Peking and Calcutta.” 

Then, coming closer to home, there is Cuba. If ever our 


courage and our ingenuity failed us, it was on this island which 
lies but ninety miles off the tip of Florida. It was bad enough 
to swap one dictator for another—a Castro for a Batista: it was 
worse to exchange a pro-western dictator for one which follows 
the line laid down by Moscow. 

And Cuba is not the end of this (for us) disastrous trend. 
Today it is clear for all to see that this island is being used 
as a base to spread Communism to Central and South America. 
Go into a Mexico City bookstore and ask for a copy of Al- 
berto Flores’ Las Cadenas Vienen de Lejos (The Chains Come 
from Afar), which tells the story of the Communist takeover 
of Cuba.* Chances are you cannot buy a copy. Why? The 
Communists have bribed that City’s booksellers not to sell this 
takeover blueprint which they would now like to use again in 
Mexico.* 

This brief review of our twenty years of retreat is devastat- 
ing enough. But even this picture is not complete, since it over- 
looks the close Moscow ties of such individuals as Nkrumah in 
Ghana, Nasser in Egypt, Sukarno in Indonesia. It also excludes 
the danger to the Free World growing out of the efforts of 
active Communist parties in Africa, India, Japan, and many 
other areas of the world. And this danger is great—especially 
since it is so little appreciated. On a rainy afternoon a year ago, 
Mrs. Phillips and I stood with a Finnish college student in the 
parliament building at Helsinki. Casually I inquired if she 
attached any significance to the steadily rising number of Com- 
munist candidates achieving election to Finland’s parliament. 
“Oh, no,” she said, “they are not real Communists. Don’t worry 
about us. We know how to get along with the Communists.” 
To myself I said: “And so did the Czechs, the Poles, and Lao- 
tians. 

Please note that our failure to stem the tide of Communism 
cannot be traced to just one of our major political parties. It is 
true that the bulk of our losses have occurred with the Demo- 
cratic Party in power, but this is simply because that Party 
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CHARLES F. PHILLIPS 


has been in office for so much of these twenty years. World 
Communism continued to grow during the recent Republican 
administration—witness Cuba, Vietnam, the canceled trip to 
Japan because of Communist inspired riots. 


THE COMMUNIST GOAL: WORLD CONQUEST 


Why have the leaders of both our political parties failed 
to develop and implement adequate policies to check the rising 
tide of Communism? May I suggest it is because these leaders, 
the American people, and most of the people of the shrinking 
Free World are unwilling to believe that the Communists are 
completely committed to their goal of world conquest. 

We cannot excuse ourselves on the grounds that the Com- 
munists have hid their goal. Khrushchev’s “We will bury you,” 
his “Your grandchildren will grow up under Communism,” 
and Mao’s “Political power grows out of the barrel of a gun” 
are but current versions of Lenin’s many earlier statements as to 
the inevitability of armed conflict with and ultimate victory 
over the non-Communist countries of the world.®° The young 
Communist guide who took us to a Moscow economic ex- 
hibition in the summer of 1960 understood this goal. When I 
suggested to her that certain of the exhibits contained inac- 
curate statements and statistics concerning the economy of 
the United States, her eyes flashed a look of hate in my direc- 
tion and her cold-as-ice voice said: “The statistics are right. 
Your government deceives you. We will win the world strug- 

©: 

Neither do we lack statements of political leaders who 
claim they understand the Communists’ commitment to world 
conquest. Both Mr. Eisenhower and Mr. Kennedy have been 
eloquent on this matter. But in shaping the world, what leaders 
and people do carries far more weight that what they say. 
Stated bluntly, while we have given /ip service to the Com- 
munists’ drive for world domination, we have acted as if they 
really did not mean it. Let me give you five examples of the 
wishful thinking which has stymied action on our part. 

First, for years all too many people associated with Stalin 
the Communists’ drive to control the world. Time and time 
again our actions (or our failures to act) were based on the 
theory that, if the Free World could just hang on until Stalin’s 
death, the Communists would become less belligerent. Then 
Stalin left us—eight years ago—but the Communist drive still 
rolled on irrespective of whether the leader was Malinkov, 
Bulganin, or Khrushchev.® 

Second, positive action on our part has been held up by the 
wishful thinking of those who associate the belligerency of 
Communism with a low standard of living. According to these 
people, all we had to do was to stay alive until the rising Rus- 
sian standard of living made law abiding citizens out of Rus- 
sia’s people and her leaders.‘ “Just wait until they get a 
greater abundance of food, more electricity, better housing, and 
until education is more widespread; then watch how peaceful 
they become!,” we were told. From the very first statement of 
this theory we should have recognized its lack of validity for, 
as Henry A. Kissinger has pointed out: “Industrialization did 
not make Germany less militant.”* Nor did a long term gain in 
Cuba’s per capita income prevent Mr. Castro’s Communist- 
type takeover of that unfortunate country. But even today, after 
time has clearly demonstrated that this association is false, we 
still hear people hopefully restate this theory. As an aside, I 
should also add that since there is no clear-cut relationship be- 
tween a nation’s rejection of Communism and its standard of 
living, and further, since this relationship is always assumed by 
those who argue for a vastly expanded program of foreign aid 
on the part of our country, we need to restudy just what our 
present type of foreign aid program is accomplishing in today’s 
world.® 
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Third, still another kind of wishful thinking which prevents 
effective action on our part is represented by those who say 
world domination by any power is a practical impossibility. 
Our present Ambassador to Yugoslavia, Mr. George Kennan, 
is a representative of this school of thought.?° He puts the case 
this way: “. . . universal world domination (by the Russian 
Communists or anyone else) is a technical impossibility,” 
since, as he continues, “. . . the effectiveness of the power 
radiated from any one national center decreases in proportion 
to the distance involved, and to the degree of cultural dis- 
parity.”"1 But two points need to be made concerning Mr. 
Kennan’s assertion. In today’s missile world the technical im- 
possibility which he accepts as a fact may be less true than it 
was at an earlier period. Moreover, even Mr. Kennan does not 
deny that Russia is committed to try for world domination 
even though it fails in the task. 

Fourth, our foreign policy has also been weakened by the 
theory that we must be loved by the people of other nations. 
Time and time again action essential to checking the spread of 
Communism has been thwarted by the advocates of this theory. 
We cannot slap Castro’s wrist because South American nations 
will not like it. We cannot place restrictions on how our 
foreign aid is used since the recipients will resent such action. 
Yet consider what happened to us in China when we pursued 
this they-must-love-us approach. During the 1940’s we poured 
millions into China in support of Chiang Kai-shek and, to 
keep the General loving us, we attached no strings to much of 
this aid. In fact, we never have learned exactly where a large 
part of our money did go. But we do know that much of it 
was not wisely used, that is, it did not result in a strong govern- 
ment dedicated to a program of aiding the Chinese people. The 
met result was that the money literally “went down the 
drain.” Chiang’s government was driven out and the Com- 
munists added 600 million people to their part of the world. 

Personally, I agree with Dr. Grattan that “the craving so 
many Americans have to be loved by all foreigners with whom 
they have political-defensive relations is exceedingly tiresome, 
jejune, unhistorical.”'* In a sense, the United States is like a 
college dean. While he may wish for—and sometimes secures 
—the love of his students, above all else he needs their respect. 

Fifth, the formation and execution of effective foreign poli- 
cies on our part has been thwarted by our excessive faith in 
our ability to negotiate. President Roosevelt fell into this trap. 
Experienced negotiator that he was, no wonder he felt he 
could deal face-to-face with Uncle Joe. But in the poker game 
which ensued, it was the Free World that was stripped of Po- 
land and East Germany. Successful negotiations are impossible 
with anyone to whom bargaining is a one way street and who, 
after making commitments at the bargaining table, feels free to 
keep them or forget about them as it later suits his fancy. 

If you want current proof of these statements, consider our 
experiences in negotiating with Communist leaders on the 
suspension of nuclear testing. We suspended testing in the fall 
of 1958 based on the hope that a fool-proof inspection system 
would speedily be arranged. Three years have gone by and 
no inspection system is in operation; instead the Communists 
have openly resumed testing. In fact, there are some highly 
competent observers, the late Atomic Energy Commissioner 
Thomas E. Murray, for example, who believe that even during 
the so-called test-suspension period Russia went ahead with 
her own underground testing in certain remote areas—testing 
which could not be detected by existing scientific instruments.!* 
If the future proves this is true, the suspension period has put 
us at a serious disadvantage in the development of more effec- 
tive nuclear weapons. Yet “at no time before in modern history 
did military technology make it so likely that the first moments 
of general war might determine its outcome.”® 
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In brief, Lenin’s vision of world domination by the Com- 
munists is still the goal which dominates Russia’s foreign and 
domestic policies. There is no evidence that the goal has been 
or will be changed by a shifting of Communist leadership, by a 
further advance in the Soviet’s standard of living, by our belief 
in the impracticality of the goal, by an increase in the number 
of people throughout the world who love the United States, 
or by our wish for a negotiated peace. 


METHODS OF COMMUNISTS 


If the foregoing analysis has validity, then we must expect 
the Communists to continue their struggle for world domina- 
tion by all the techniques they have used so successfully in the 
past, plus others still to be developed. Specifically: 

(1) They will use the United Nations as a forum to add 
to world tensions, rather than to dissipate them. Not 
for the last time have we witnessed Khrushchev or 
his successor put on the shoe pounding act. 

(2) They will refuse to support United Nations pro- 
grams which are unfavorable to the spread of Com- 
munism: recall how the Russians have failed to pay 
their share of the cost for the U. N.’s Congo opera- 
tion and have given not one rubble to the U. N.’s 
program to aid the Arab refugees. Even more im- 
portant note Mr. Khrushchev’s recent statement that 
if the U. N. “adopted a decision that did not accord 
with the interests of the Soviet Union and threatened 
its security, the Soviet Union would not recognize 
such a decision but would uphold its rights, relying 
on force.”2® 

(3) They will encourage and support “without reserva- 
tion,” and here I also use Khrushchev’s words, all 
“national liberation wars” that may hurt “capitalist 
imperialism.”1* Stripped of Communism’s jatgon, 
these words directly reflect Mr. Khrushchev’s desire 
to keep the world in turmoil. 

(4) The Communists will continue to employ “brink- 
manship” and the rattling of atomic and nuclear 
bombs as a national policy: as examples we have the 
Russian leader's threat to send bombs to aid Mr. 
Castro and to respond (and I use his own words) 
with “war—and thermonuclear war at that” if the 
West should force passage to West Berlin following 
any treaty which he might make with the East Ger- 
man government.’® 

(5) The Communists will “string out” negotiations as 
a means of wearing down her opponents: remember 
Panmunjom and the three years of negotiations over 
nuclear testing. 

(6) They will abuse the United States on every possible 
occasion, since to heap abuse on us is another way to 
belittle us in the eyes of the other nations of the 
world. When Khrushchev said, as he did earlier this 
year, “The No. 1 enemy of the peoples of the world” 
is the United States, he was playing this game.’® And 
he has won the game with millions of people in the 
former colonial areas of the world. Even his own 
people are unaware of the aid which we gave to 
Russia during World War II. Standing on a hilltop 
outside of Stalingrad, our twenty-plus-in-age Com- 
munist guide spent an hour describing the Russians’ 
retreat from that city and then their successful retak- 
ing of it. Time and time again he spoke of the 
bravery of the Communist soldiers and of the great 
efforts of the Russian people in producing the neces- 
sary airplanes, tanks, weapons, and ammunition. Not 
once did he mention American supplies. On the way 
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back to the hotel I sat alone with him. “As an 
American,” I said, “I would be interested in know- 
ing if American supplies played any part in the vic- 
tory of Stalingrad.” He replied, “I don’t know,” but 
agreed to ask his superior who was older and sup- 
posedly had first hand knowledge about the event. 
The next morning he reported: “No,” he said, “there 
was no American aid except for a little shipment of 
wheat.” 

(7) We must also expect that the Communists will con- 
tinue to use any and all forms of deception to achieve 
their goal of world domination. As Lenin put the 
matter: Communism will make use of “any ruse, 
cunning, unlawful method, evasion, concealment of 
the truth.” The same philosophy is contained in 
another of his favorite maxims: “Promises are like 
pie crust, made to be broken.” Stalin said it this 
way: “With a diplomat words must diverge from 
acts ... Words are one thing and acts something 
different . . . A sincere diplomat would equal dry 
water .. .”*1 Under this philosophy, a Communist 
can make a treaty and then, when it is to his ad- 
vantage, violate it. He can install listening devices in 
the embassies of other nations—like the eighteen 
well buried “bugs” recently discovered in the United 
States embassy building now going up in Warsaw.*” 
He can send agents into a country and, after loudly 
telling the world that the agents are not there, bring 
off an uprising. He can promise a people civil 
liberties and social justice, as he did in China during 
the 1940's, and then deny these when he comes into 
power.** He can even be sitting at a Geneva con- 
ference table negotiating for a permanent ban on 
nuclear weapons when his government blandly an- 
nounces the resumption of nuclear testing. 

(8) And, finally, we must face the possibility that the 
Communists may even resort to all-out nuclear war 
in an effort to achieve their goal. Until recent months 
I would have hesitated to make this statement. In 
fact, the prevailing opinion still insists that a stale- 
mate exists, that the terrible weapons possessed by 
each side make war unthinkable for both Moscow 
and Washington.** But today those who have done 
the greatest amount of hard thinking on this subject, 
Bernard Brodie of the Rand Corporation, for ex- 
ample, label this opinion as “plainly wrong.”*° More- 
over, there is a growing conviction that, if proper 
civilian defense measures are taken by just one of the 
combatants, a nuclear war may not mean the “end 
of civilization” for that nation. Yet, while civil 
defense activities—including a bomb shelter program 
—remain a joke in our country, the Russian citizen 
is being taught how to survive a nuclear attack. 

& * a 


Now let us pause a moment to restate the argument de- 
veloped up to this point. I have suggested that for twenty 
years we have been—and still are—losing the cold war. Why? 
Because we have not developed our policies on the assumption 
that the Communists truly mean what they say: that they in- 
tend to dominate the world. In view of their past successes, 
there is no logical reason for us to expect the Communists to 
change the methods and techniques they have used against us 
in the last two decades. 

Such a summary presents a dismal picture. Despite the Free 
World’s loss of thousands of lives in World War II, Korea, and 
elsewhere; despite the building of military bases around the 
world; despite huge expenditures to raise the standard of liv- 
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ing in other nations, the Communists’ juggernaut rolls on. So 
great is the Communists’ success that they will not even 
negotiate in good faith. 


A New APPROACH 


What will break this disastrous chain of events? Nothing, 
I submit, but the adoption of new policies by the Free World— 
policies which look toward a reduction in the size of the Com- 
munist W orld. 

Up to the present time our reaction to the spread of Com- 
munism has been essentially defensive in nature. We have 
waited for Russia or Red China, either directly or through 
agents, to select the site for the next contest—and then we have 
rushed in, seeking to stem the onslaught. In practice, we have 
merely retreated from one line to another, always giving up 
ground to the enemy. 


But suppose we take the offensive? Instead of letting the 
Communists select the next crisis spot, let us choose it. To do so 
we would engage in subversive activities, infiltration, and other 
forms of undeclared warfare. We would recognize the fact, to 
quote the late Sumner Wells, “that in a world in which the 
Soviet Union is determir-d to play power politics the United 
States cannot successful.y counter Soviet measures of ag- 
gressive expansion except by playing power politics herself.”** 
Specifically, among anti-Communist refugees from the chosen 
area we would develop a guerrilla warfare capability. These 
agents would then infiltrate their home country, stirring up 
trouble for the Communists, building a local anti-Communist 
force. By carefully selecting a number of such areas, we could 
bring pressure first in one spot and then another—just as the 
Communists have long succeeded in keeping us off balance 
by creating uncertainty as to whether the next blow will fall 
in Berlin, Korea, Laos, or South Vietnam. 


Such a policy, we might hope, would force the Communists 
to devote more of their efforts to the areas they already con- 
trol; hence, it would help to check their future expansion. But 
if successful, this policy will do far more than this: it will pro- 
vide the way for anti-Communist revolutions in areas already 
behind the Iron and Bamboo Curtains. In turn, such revolu- 
tions may start us on the long hard road of shrinking the vast 
area now ruled over by Communistic governments. 


Not for a moment would I suggest that this pro new 
approach is an easy one to pursue or that it is free from great 
dangers. On the contrary, whether a democratic government— 
which must more or less operate in a “goldfish bowl”—can 
successfully conduct subversive activities, still remains to be 
demonstrated. If the new approach is successful, there is the 
danger that this very success will trigger the nuclear war we 
have long sought to avoid. Hence, to minimize the dangers of 
a nuclear attack we would need an effective civilian defense 
effort; a program which Kahn claims could save 60 million 
lives.?8 

But the alternatives to a new approach are even more dan- 
gerous. Twenty years of retreat before the Communists clearly 
support Walter Bedell Smith’s remark that : “Diplomacy has 
rarely been able to gain at the conference table what cannot be 
gained or held on the battlefield.”*® We may not like this 
statement, we may wish it were not true, but experience indi- 
cates it is a fact of life. Consequently, we may continue to 
retreat eventually to the loss of our own freedoms; or we may 
supplement our diplomacy with the positive type of program 
which is necessary to its success. Only when the Communists 
are firmly convinced that their goal of world domination is im- 
possible will the Free World’s hope of peace through the 
United Nations or some kind of a world federation become a 
reality. 
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IN CONCLUSION 


A democratic society evolves its policies through the discus- 
sion of divergent ideas. It is my hope that Bates students will 
play a part in the discussion which is now called for as we 
evolve new foreign policies to replace those which experience 
indicates are steadily taking us down the road to defeat. 

But mere words are of little value. The discussion now re- 
quired must be intelligent, that is, based upon a study of past 
events, a reappraisal of current trends, and careful analysis of 
possible future developments. Many people have already done 
a great deal of thinking in this area. Do not neglect their ob- 
servations, as recorded in such periodicals as Foreign Affairs, 
World Politics, Yale Review, International Affairs, Current 
History, Atlantic Monthly, and The Saturday Review, and in 
such volumes as Kennan’s Russia and the West Under Lenin 
and Stalin (1960), Lippmann’s The Coming Test with Russia 
(1961), Schelling and Halperin’s Strategy and Arms Control 
(1961), Kissinger’s The Necessity of Choice (1961), and his 
Nuclear Weapons and Foreign Policy (1957), Brodie’s Strat- 
egy im the Missile Age (1959), Kahn’s On Thermonuclear 
War (1960), Slessor’s Strategy for the West (1954), Diner- 
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stein’s Nuclear Weapons and Soviet Policies (1959), Brennan’s 
(editor) Arms Control, Disarmament, and National Security 
(1961), and Blackett’s Atomic Weapons and East-West Rela- 
tions (1956). 

So I urge you to read the comments of others; enter into 
discussion with your roommates, your professors, and your fel- 
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low students in campus groups and clubs; and carefully reach 
your own conclusions. Tomorrow’s world is your problem, just 
as much as it is Mr. Rusk’s or Mr. Kennedy's. You owe it to 
yourselves to do some serious thinking on this problem of how 
the Free World can turn the tide which is currently running 
against it. 


Earnings—Seed Corn For More Jobs 


INFLUENCE THE THINKING AND ACTIONS OF OTHERS 
By RICHARD WAGNER, President, Chamber of Commerce, of the United States 


Delivered to the Seattle Chamber of Commerce, Seattle, Washington, September 15, 1961 


economic fact of life. Their welfare and the welfare of 
their families depend upon it. 

All of us are concerned that our economy provide an ade- 
quate number of steady, productive jobs in the years ahead. 
Our labor force is growing at a rapid rate. Many new, pre- 
viously non-existing jobs must be created if we are to hold 
our own against unemployment. We need more economic 
growth for our own well-being and for our own national 
security. 

In a general sense, we all know what it takes to create new 
jobs, but I want to ask frankly, “Am I, are you, able to articu- 
late persuasively both what it takes to create these jobs and 
what are the obstacles to their creation.” Unless you and I 
understand this matter fully and can explain it properly we 
may not have the rate of economic growth which we could 
have and we may not reduce the level of unemployment to a 
reasonable and acceptable minimum. This is a matter of the 
utmost importance in the years ahead. 


P= MOST Americans a well paid job is the all important 


THE LABOR FORCE 


At the last report there were approximately 76 million per- 
sons in the working force. Of these about 4 million were in the 
armed ;ecvices, both in uniform and out. The labor force is up 
from (¢#4.7 million in 1950. We have gainfully employed today 
the largest number of people in the history of the country — 
approximately 68 million. But we still have about 4,750,000 
people in the unemployed category. Of these about 3 million 
are made up of those who are moving from place to place, 
changing jobs, some temporarily out of work because they want 
to work only on a temporary basis, and young people seeking 
their first job. This number is about a normal percentage so 
that the real hard core problem involves about 1,750,000 
people. 

During the past few years the net new addition to the work 
force each year has been slightly over a million persons. About 
1.5 million persons are displaced each year for one reason and 
another—technological progress, automation, obsolescence, fail- 
ures in business, changing habits of consumers, etc-—so each 
year we have to find employment for about 2.5 million per- 
sons. On the average it takes about $15,000 minimum to fur- 
nish the tools, equipment, structures and working capital in 
business to provide one new job. 

Think that over. The total requirement for new capital in- 
vestment, therefore, is in the neighborhood of $37.5 billion 
each year. How do you supply that when corporate earnings 
after taxes, but before dividends, were $22.8 billion last year? 

Before going into this matter further, we should discuss 
some of the arguments about automation and technological 
developments. 


In his book, “Automation and Management,” James R. 
Bright writes: “Few words of recent years have been so 
twisted to suit a multitude of purposes and phobias as this new 
word ‘automation.’” He then lists 24 definitions of the word 
and concludes that it means nothing more than any develop- 
ment, however unsophisticated, that leads to greater efficienc, 
and greater productivity. 

Over many years there have been expressions of grea‘. con- 
cern about the displacement of persons in employment through 
mechanization, technology, automation, and the like. While it 
is true that some developments cause dislocations for a time, 
they always result in greater job opportunities and the economy 
moves to higher levels. 

Automation and technology themselves create job oppor- 
tunities. You can read many things written over the past 
eighty years in words almost the same as those being used 
today by those who express concern over job displacement due 
to progress in methods. 

It wasn’t so many years ago that there was much talk in this 
country about economic maturity; that there would be no more 
growth. We have not only grown greatly since then, but we 
still have enormous growth potential; furthermore, human 
wants are insatiable, opportunities ahead are unlimited. But 
there are roadblocks. 

We will continue to have additions to the labor force, and 
at an accelerated rate. Some of these additions will, of course, 
become self-employed and hire others. But most of them will 
be on someone else’s payroll. The wage motive will cause a 
man to take a job if the profit motive first creates the job. It 
is just about that simple. But the new job-making investment 
is not restricted to the future growth in the labor force. 


REQUIREMENTS FOR NEW INVESTMENT 


New investment is required to give employment to workers 
made jobless by declining industries such as the wagon and 
harness makers of a generation or more ago. Recently the 
radio industry has been partially replaced by television. Coal 
miners have been replaced by the rise of gas and oil and by 
mechanization. There are many other examples. 

New capital investment is needed by many firms to meet the 
greatly increased cost of replacing equipment and facilities, 
depreciation charges having been inadequate. 

It is generally assumed, erroneously, that investment per job 
is highest in manufacturing and that since manufacturing is 
expanding relatively slowly as against service and other in- 
dustries, the cost of new investment per job will be lower in 
the future. All the studies that I have seen indicate that the in- 
vestment per job on the average in non-manufacturing is 
higher than it is in manufacturing. For this reason it’s quite 
conceivable that the structural shift of our economy away from 
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manufacturing into all sorts of service enterprises including 
finance, personal service, etc., will call for a higher investment 
per job in the period ahead. 

In passing, it is well to distinguish between jobs and produc- 
tive jobs. Too often we carelessly refer to more jobs as our 
goal, while, as a matter of fact, the real goal of all economic 
activity is consumption of useful goods and services. Jobs are 
a means to this end and not an end in themselves, except of 
course, as working at something worthwhile provides a feeling 
of achievement and significance. Thus, we could say that in- 
vestment leads to jobs—the basic purpose of which, however, 
is useful output for final consumption. 

There has been considerable complaint, some of it po- 
litically inspired, of our lack of adequate economic growth and 
of our failure to reach full or optimal employment after each 
of the several recent recessions. Whatever merit these criti- 
cisms may have, we should note that since the end of World 
War II we have had employment for more than 95 out of 
every 100 people in the labor force, even after allowing for 
four rather mild recessions. While we should be concerned 
with any undue unemployment, we should not lose perspec- 
tive. We have, on the whole, done a good job. 

But if it has been a little more difficult in the last decade to 
get unemployment down to the 4 per cent level, if that is the 
right figure, there must be a reason. There seems to be a 
growing agreement that one of our best weapons against a de- 
ficiency of job opportunities is sound monetary and fiscal 
policy. This policy is intended to prevent both inflation and 
deflation. 

By monetary ease, by making bank loans more readily avail- 
able at moderate interest rates, new projects can be under- 
taken, new jobs created and growth be resumed. By reverse 
action inflation can be retarded. By and large, we have done a 
fairly good job in this area since the end of World War II 
and unless we take complete leave of our wit, it is my judg- 
ment, that sound monetary and fiscal policy can continue to be 
a major weapon against serious economic instability and mass 
unemployment. But this is something that requires continuous 
attention, continuous study and effective execution. The pos- 
sibilities in this direction were spelled out in a report of the 
National Chamber—Can We Depression-Proof Our Economy? 

But in addition, if workers overprice their services they will 
be pricing themselves out of the market just as surely as a 
business can price its product out of the market. The upward 
pressures of wages and fringe costs have been substantial. The 
rising payroll taxes for unemployment compensation and other 
forms of social security are putting a penalty on the worker 
seeking a job, on the job-maker. Today the wage rate may 
represent only two-thirds or three-quarters of the cost of put- 
ting a man on the payroll. , 

Our growing economic interdependence is making the in- 
dustry-wide strike increasingly disruptive to all segments of 
the economy. This puts a steadily higher premium on mini- 
mizing the use of direct labor. Union officials need to renounce 
all use of force, violence and coercion—otherwise they will 
impel management to take still more steps to lessen the em- 
ployment of direct labor. 

For these reasons American business management has a 
responsibility to be concerned with public affairs and in wage 
negotiations to prevent over-pricing labor and unemployment; 
if there is undue unemployment, management will receive the 
blame even though causes may be outside of managerial control. 

One of the things we hear a good deal about is the necessity 
to teach people new skills. The hard core of unemployment 
has been in the ranks of the unskilled workers, mostly non- 
whites and the younger age group from 18 to 24. The Federal 
government wants to take on the effort to teach new skills; 
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but, when you look at it, it is apparent that there are many 
avenues open to those who want to learn to do something new. 

High schools in most of our cities have evening training 
courses in various crafts and arts for adults. Some colleges do, 
also. There are many good correspondence schools at low-tui- 
tion charges. Most up-to-date companies have indoctrination 
and training courses for new employees. Labor unions can do 
more about teaching new skills. Some are, but not enough of 
them. 

The real problem usually lies with the individual. He or she 
must have the urge to acquire new skills and the willingness to 
work at acquiring them. Certainly, there are some persons so 
illiterate and lacking in understanding that nothing much can 
be done about them. But they are only a small minority. 

Those persons who have the capacity to learn and do 
nothing about it probably are the victims of the new Welfar- 
ism which has swept the country. They expect someone to 
solve their problems for them and provide them with a living. 
delf-reliance seems to be a declining trait. We talk about a new 
frontier, but frontiersmen were self-reliant, they worked hard, 
they were resourceful, they didn’t mistakenly wait for a 
beneficient government to provide them with anything. This 
needs more understanding to the end that people lacking 
adequate skills are stirred into doing something about it 
themselves. But this is not the principal problem. 

Assuming that monetary and fiscal policy is sound, that 
labor costs are not out of line and labor relations are good, 
that new skills can be acquired, how can we create an adequate 
volume of new self-sustaining jobs? 


VENTURE CAPITAL 


Perhaps the answer is obvious, but let me give you my slant; 
every job requires a full complement of job-making facilities, 
as previously noted. Without tools, machinery, equipment and 
a structure to house them there cannot be jobs. Jobs require 
working materials, raw materials, components, inventories of 
all sorts, replacement parts and cash to meet payrolls and other 
outlays in advance of collections from sales. 


IT IS ONLY AS SOMEONE CONVERTS DOLLARS 
INTO THESE PROFITABLE JOB-MAKING FACILITIES 
THAT CONTINUING JOBS CAN COME INTO BEING. 

Everyone who has cash or other investment funds has before 
him a number of possible uses. He may spend the money for 
his personal consumption and to raise his scale of living. He 
may buy government bonds, he may buy corporation bonds or 
he may even hoard his cash, or let it lie in a bank. But if he 
sees a reasonable chance of a somewhat better return and a 
reasonable prospect of maintaining his capital, he may open a 
business or he may invest in common stock of new or existing 
businesses. 

In short, the creation of new jobs depends on the oppor- 
tunities for profitable enterprise that can attract and hold the 
financial support of willing and able investors, investors who 
are free to invest or not. 

If enough private investors are able and willing to stake 
their funds on venturesome change and growth, there is little 
basis for doubting that our economy will go on being the 
vigorously dynamic, expanding economy which it has been in 
the past. There appears to be no great shortage of investment 
funds, but there is a shortage of venture capital. The conserva- 
tive investor does not supply funds for new, innovative enter- 
prises. 

AN APPARENT SURPLUS OF LOAN CAPITAL MAY 
BE MERELY EVIDENCE OF A LACK OF ENTERPRIS- 
ING VENTURE CAPITAL. VENTURE CAPITAL, WILL- 
ING TO TAKE A CHANCE, IS THé DYNAMIC AND 
VITALIZING CATALYST WITHOUT WHICH LOAN 
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CAPITAL IS LIKELY TO BE INERT. 

The business pioneer, the innovator, the risk-taker is a most 
useful type of citizen. We need a political and economic cli- 
mate which is favorable to this risk-taking. We need to recog- 
nize that if we are to have the kind of growth we all want, 
we must be prepared to commend and applaud the highly suc- 
cessful and unusually profitable enterprises. Ours is a profit- 
and-loss economy with no guarantees of a sure thing. The pros- 
pect of profits must be sufficiently high to lure risk-taking 
efforts and funds into new and expanding enterprises. If we 
develop a political climate hostile to the profit motive and 
downgrade it below the wage motive, we will not get the enter- 
prise and the new capital that we need. 


TAX OBSTACLES 


The steeply graduated personal income tax, applying also 
to the proprietors of more than three million unincorporat 
businesses, constitutes a heavy drain on what might have be- 
come additional venture capital. The estate and gift taxes 
drain additional portions of potential venture capital. 

Even well-established corporations find it difficult at times 
to raise venture capital. A few years ago the president of the 
New York Stock Exchange pointed out that for every dollar 
raised in the postwar period by stock issues, industry raised 
$3.50 by debt financing and supplied $9.00 from retained 
earnings and depreciation reserves. To provide these capital 
funds, industry found it necessary to double its debt and to 
reduce the percentage of earnings paid out in dividends from 
over 75% before the war to less than 50%. 

Suppliers of equity capital have lost ground relative to other 
income groups. In 1939, dividends represented 5.2% of the 
national income; in recent years, the figure has been closer to 
3%, representing a drop of about 40%. 

Among more well-to-do investors there are a small number 
who can take risks and who may be willing to dispose of 
their holdings of seasoned securities in order that they may 
invest in more risky, unseasoned undertakings. Urging that 
more people ought to buy common stocks does not neces- 
sarily assume that the person with a small or modest income 
with heavy family obligations should invest in the new un- 
seasoned securities. Rather, it is important that many in his 
position buy through the stock exchanges more of the well- 
established securities so that funds of the persons who can 
afford to take the risk of new ventures will be released. 

These speculative investors seeking capital gains perform a 
highly essential economic function in enabling the newer and 
more risky enterprises to secure capital. If they are not willing 
and able to perform this function, invention and innovation 
will be starved out for lack of financing. Taxes on capital 
gains tend to freeze ownership and thereby interfere with this 
process just described, which is so essential for financing new 
enterprises. 

Investment in any business, whether in the form of a loan 
or as equity, always involves some risk; but equity investment 
is the more risky. The equity investor, the venture capital sup- 
plier, not only runs the risk that he may not get any income, 
but he also may lose his entire investment in a venture. 

Given this risk, the typical saver or investor is prone to 
accept the modest return of three to four per cent on relatively 
safe bonds or savings bank deposits rather than run the risk 
of getting little or no better return on equity investment and 
at the same time run the additional risk of losing what he has. 
Only if there are prospects of substantial net returns, after all 
taxes, will a prudent person embark his savings in a risky, 
uncertain enterprise. 

Most dividend income is still subject to double taxation, first 
on the corporation and second on the stockholder. The Rev- 
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enue Act of 1954 did grant some modest relief from double 
taxation. With all the talk of unemployment and inadequate 
job opportunities, it is a little strange that the Administration 
and the Congress should seriously consider undoing the modest 
attempt made by Congress in 1954 to reduce this double taxa- 
tion. 

In addition, it is a striking fact that the European countries 
which have shown the most rapid economic growth greatly 
benefit from depreciation policies which are far more con- 
structive than are our own. 

We have relatively dliberal treatment of depreciation of 
job-making fixed capital assets. 

Prior to 1934, business management was allowed consider- 
able latitude by the United States Treasury for tax purposes in 
the determination of annual depreciation rates and the time 
period in which a given capital asset was written off. During 
the depression, this freedom was cut down. This, it is now 
generally agreed, was a move of desperation, and extremely 
short-sighted from the standpoint of the Treasury itself, as 
well as the welfare of the people as a whole. It helped the 
Treasury to gain more dollars only in the very short run, at the 
expense of the expansion of the economy; so when World War 
II broke out, we still had 8 or 10 million unemployed. This 
policy retarded investment and re-investment. 

The Revenue Act of 1954 did provide some substantial im- 
provements in more rapid depreciation. It still does not allow 
adequately for obsolescence and it still does not allow for the 
depreciation of the dollar due to inflation. European countries 
have correctly analyzed the situation; their leaders wanted to 
stimulate private investment in productive facilities. Such 
liberalization of depreciation sparks new investment in three 
ways; first, by accelerating the tax benefit from depreciation, 
it gives taxpayers additional funds to invest; second, it reduces 
the risk of investment in new facilities; and third, it dimin- 
ishes resistance to the replacement of old facilities. 

Ovezall, it is quite apparent that income taxes, high progres- 
sive inheritance taxes are severely limiting the formation of 
risk capital in the hands of private individuals. 


CORPORATE EARNINGS 


But there is another possible source of risk or venture capi- 
tal. It is retained corporate earnings when those earnings are 
adequate. Most of the earnings of corporations are required 
for the business which produces them and for replacement 
costs, particularly because of obsolescence over and above 
depreciation reserves and necessitous increases in working capi- 
tal as prices, wages, and other costs of doing business have 
risen. It is only when earnings are well in excess of such re- 
quirements that part of them can be diverted to new risk 
undertakings. 

Consider research. A great deal is spent on it. New dis- 
coveries, new useful products are found. But unless the busi- 
ness making the find has sufficient available funds which can 
be used for the risk of development, such new formulas and 
products are put on the shelf until the time when such funds 
are available. 

To pinpoint this problem, we'll take a look at what has 
happened to corporate earnings over the past 11 years. 

While Gross National Product has risen approximately from 
$284 billion in 1950 to $504 billion last year, an increase 
arithmetically of 70 odd per cent and a real increase in constant 
dollars of about 30%, and while in the same period payments 
for wages and salaries increased 93% arithmetically, which is 
an increase of something over 40% on a constant dollar basis, 
in that same period corporate earnings before taxes rose from 
$40.6 billion in 1950 to $44.4 billion in 1960. On a constant 
dollar basis this is a decrease of 19%. After taxes the picture 
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is worse. Earnings before dividends for all corporations 
amounted to $22.8 billion in 1950 and to the identical amount, 
$22.8 billion, in 1960. Allowing for 27% inflation, it is ob- 
vious that this is a decline of the same percentage. 

When you deduct the dividends that were paid over the 
years, there was left as net retained earnings in all corporate 
undertakings about $9-$10 billion a year. During the eleven 
years overall corporate borrowings increased over 100%. For 
what? To produce less earnings! Another difficulty is that the 
breakeven point in many businesses has been put so high as 
a result of this borrowing and increased costs that a small 
maladjustment in our economic activity makes a very serious 
impact upon earnings. All you have to do is to look at the first 
three months of this year to see what this impact is. 

It is apparent in the light of these facts that if we need 
$37.5 billion a year to create productive jobs for the new peo- 
ple coming into the labor force and those being displaced and 
seeking new employment, we cannot today get that kind of 
money out of corporate earnings. Capital for risk taking is 
economic seed corn. It must be planted in the economic soil to 
produce a constant crop of new enterprises, new products, new 
services, and most importantly, new jobs. If we don’t have 
enough seed corn, the crop is bound to be deficient. We hear a 
great deal about over-capacity in a number of industries. The 
trouble is that we haven't had enough new things coming along 
to use up that capacity. 

What to do about it. 

There are those who believe economic growth can be legis- 
lated. Quite a few more think that government spending will 
bring it about. What they fail to realize is that money siphoned 
off the general economy and spent by government is more 
often than not a one-time application. Of course, it is true 
that some temporary jobs are created; and it is obvious that in 
the area of space development and some of the industries re- 
lated to the defense effort, some government spending creates 
jobs which last a while. But it is, also, a fact that most of the 
huge sums spent for social objectives create nothing but higher 
prices for the consumer and that in effect obviates a large 
part of the benefits claimed. One thing stands out clearly to 
you and to me. If the earnings of business and of individuals 
were not subjected to such high taxes, more would go into job- 
making activities. Such jubs would have continuity, perma- 
nency. 

Above all we need to get our own national house in order. 
We must lower our cost, increase our own efficiency and some- 
how, and I repeat, somehow get labor to recognize the neces- 
sities of the problem. Labor must stop seeking ever and ever 
higher wages in advance of adequate gains in productivity. 
Lower costs permit some price reductions. This would make 
us more competitive in the international trade race. Labor itself 
would gain from an increase in the purchasing power of the 
dollar. This would more than compensate them for restraint 
in wage demands. 

Of course, some self-styled liberals in this country are not 
the only ones who fail to understand the economic growth 
process. It' was my privilege to serve as Employer Delegate to 
the ILO in Geneva last June. There I listened to and had many 
discussions with people of the emerging nations of Africa, 
the lesser developed nations of Asia, Arabia and South Ameri- 
ca. One hundred nations attended that conference. All of them 
want economic growth. 

Of course, their conditions are much graver than anything 
which faces us. Hunger, disease, lack of adequate housing, 
sanitation and the like, particularly not enough jobs, plague 
them. Yet there, too, social objectives which they cannot afford 
come first. Likewise, they are riding on what recently has been 
termed the tide of rising expectations. They want to have 
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everything overnight. Well . . . they are really not so different 
than some people in this country. It is just a matter of degree. 


A COURSE OF ACTION 


Most of what I have said may be quite obvious to you, but 
let me in closing point out why I have dwelt on what may be 
common knowledge. 

There is some reason to believe that quite a few people, in- 
cluding some in the present Administration and the Congress, ‘ 
do not understand fully the role of savings and venture capital. 
If this is so, then it’s your responsibility and it’s my responsi- 
bility to make the matter clear. Am I, are you equipped to do 
this? 

The Welfare State is again on the march. It is accumulating 
momentum. To be for human welfare, and I know you all are, 
does not mean that you must be for the Welfare State. THE 
ECONOMIST (London), a few years ago, put the matter 
rather succinctly in these telling words: 

“To double the standard of living in a quarter-century, with 
all that that means in the final abolition of want and squalor, 
is not a fantasy. It is a practical possibiliry—but only with 
the aid of a massive, unobstructed and enterprising invest- 
ment of capitel, not in the places where it will ‘do most 
social good,’ but in the places where it will be most pro- 
ductive.” 

It is apparent that some key government personnel do not 
understand the role of the free market, the role of the investor, 
the role of the risk-taker, the role of venture capital, in terms 
of the stated objectives of the government itself—such as more 
growth and reduced unemployment. 

IF SO, THEN YOU AND I HAVE A JOB TO DO TO 
EXPLAIN THESE ROLES, NOT TO PROTECT OUR 
OWN SKINS BUT TO PROTECT OUR COUNTRY. 

At the same time that the Welfare State is gaining new 
momentum, there is an opposite trend that should give us all 
hope. The recent rise of the intelligent, articulate, conservative 
movements as represented by, for example, the Young Ameri- 
cans for Freedom on many college campuses, is a hopeful sign. 
In 10 months nearly 200 local chapters have been created and 
they are active. There is a growing conservative literature, 
both in magazines and books, which is re-articulating the 
fundamentals of our institutions which have given us the high- 
est scale of living in the history of mankind, and even more 
important, under freedom. The Chamber of Commerce of the 
United States developed a 17-session adult economic education 
training course as well as a course in practical politics. All of 
these are examples of hopeful signs. 

But I want to emphasize the basic fundamental of all of 
these movements, as I view them. The purpose of these move- 
ments is individual self-improvement on the part of the par- 
ticipant. Too many of our efforts are aimed “at the other fel- 
low.” Too much of our work has been propagandistic. 


What I want to stress is that IF YOU OR I, CANNOT 
IN PRIVATE CONVERSATION OR ON THE PLAT- 
FORM BEFORE PEOPLE WHO ARE NOT IN BUSI- 
NESS, TEACHERS, STUDENTS, LABOR, WOMEN AND 
OTHERS WIN THE SOUND ARGUMENT FOR HU- 
MAN FREEDOM, FOR THE FREE MARKET AND FOR 
THE PHILOSOPHY OF LIMITED GOVERNMENT AND 
THE DIFFUSION OF POWER, THEN YOU AND I 
NEED MORE SELF-EDUCATION. 


The fight for greater economic growth and for freedom and 
for more productive jobs must begin with you, with me. If you 
and I are well informed, articulate and persuasive spokesmen, 
we will become the centers of influence, influencing the think- 
ing and actions of others. 

Once this is more broadly understood, the adverse tide may 
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weaken and turn. Then the factors and forces which are slow- 
ing economic growth and causing undue unemployment and 
a deficiency in venture capital will take a turn for the better. 
Then our political and economic climate, so essential for new 
investment and freedom, will be improved. 

IF THESE PRINCIPLES FOR WHICH WE STAND 
ARE LOSING OUT, IT MUST MEAN THAT (1) THEY 
ARE WRONG OR (2) THEY ARE DIFFICULT TO DE- 
FEND OR (3) YOU AND I MERELY DEFEND AND 
EXPLAIN THEM BADLY. 

I am convinced that these principles of freedom and free 
enterprise are right. So that is not the problem. They are not 
easy to spell out in a fresh and meaningful way. That is why 
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we need to study them incessantly. But I do mot agree that it 
is impossible to defend them even against the Marxists. 

But if we are deficient in stating the case for these values, it 
is perfectly obvious that we first must improve ourselves before 
we tackle those who, wittingly or unwittingly, are paving the 
way for the deterioration of our values, our institutions and 
our economic and military might. We must be able to answer 
all questions and resolve all doubts. 

This, it would seem, is the lesson we need to learn and then 
act upon it. Only when we have become superior expositors of 
these principles can we hope to create among all our citizens 
a better understanding of business and its great contributions 
to human advancement. 


Marketing Manifesto 


CLOSE UP THE NATIONAL BARGAIN BASEMENT 
By LEONARD C. TRUESDELL, President, Zenith Sales Corporation 


Deliv@fed before The Boston Conference on Distribution, Boston, Massachusetts, October 16, 1961 


tlemen because you are greatly interested in Distribution 

or Marketing. Because I feel that Marketing presents the 
greatest business problems and also the greatest business op- 
portunities in the next few years, I consider it a pleasure to 
join you in this meeting. 

I am particularly pleased to meet with you for another rea- 
son and that is I want to spread a little Gospel—Gospel about 
Marketing and Marketing leadership in particular. 

As a professional Marketing man I have of course felt the 
responsibility of keeping alert to various trends or changing 
conditions in Marketing in_ general. 

Because of analyzing these trends, I have developed a great 
concern for the future of Marketing as we know it today. I have 
developed a concern regarding the future importance of Mar- 
keting to Industry. 

Because of dangerous trends and practices of the past several 
years, I am concerned about the future value or the importance 
of Marketing men to any organization. 

The Gospel I wish to spread is in connection with what I 
believe is a need for Marketing men to take a new look at our 
responsibilities, our attitudes, our policies, our practices, and 
our future. 

I believe Marketing men must establish a Marketing Mani- 
festo which will call for changing many of our present prac- 
tices, our attitudes, and our policies, because I believe we are 
going down a “Road of No Return.” 

Now before being too specific, I would like to review with 
you a few business facts of the past 10 years, and look at some 
Marketing facts of the next 10 years. 

As good business men you are well aware of the fact that to 
sustain or increase the growth of any company there must be 
adequate profits. 

A company must generate adequate profits to provide a de- 
cent return on investment, and at the same time generate gross 
profits which will provide for adequate advertising to keep our 
products or our services in the mind of the public. 

We must generate profits sufficient to provide adequate re- 
search and engineering developments to meet very competitive 
market conditions. We must engineer new values and new 
features into our products, or we must provide expanded fea- 
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tures to the services we render. We must engineer a constantly 
improving quality into our products. 

We must generate profits to provide the modernization of 
production facilities so that production costs will enable us to 
remain competitive in the Market place. These are just a few 
of the basic things we as Marketing men must provide for our 
company or organization. 

During the past 10 years the consuming public has greatly 
expanded its personal consumption expenditures from $195 
billion in 1950 to almost $315 billion in 1959. 

Part of this was caused by a population growth from 152 
million in 1950 to 177 million in 1959. 

But an even larger share of this increase in personal con- 
sumption expenditures was due to the fact that people wanted 
to have more things, wanted to enjoy more services, wanted to 
raise their standard of living. 

This growth in expenditures provided Marketing men with a 
fantastically increasing market for our products and services. 
There was a ready market waiting for most of us. 

In a moment or two I will comment on how we Marketing 
men acted during this period of great growth since 1950. 

As we look ahead to the opportunities and the responsibili- 
ties of the next 10 years, we can see an even greater market op- 
portunity for each and every one of us. 

You are all aware of the population explosion which has 
created a great increase in demand for many products and serv- 
ices but I'd like to deal specifically with the fact that by 1965 
it is expected that the number of persons reaching 18 years of 
age will be 65% over the level of 14 or 15 years ago. 

When these people become 18 years of age, we then start 
a period in which there will be a tremendous increase of family 
formation and we can expect great increases in the demand for 
housing and all of the consumer market items associated with 
family life. 

It is estimated that there will be 5 million new households 
created by 1965, and 10 million more households created by 
1970. 

The creation of these new households and the population ex- 
plosion which can be expected from these new family forma- 
tions will offer even greater marketing opportunities for each 
and every one of us. 
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Now I would like to deal specifically with how Marketing 
men handled themselves in the past 8 or 10 years. 

In spite of all this tremendous increase in personal consump- 
tion expenditures, and in spite of all of the great new products 
which were introduced and offered to the American public; in 
spite of the billions of dollars which were spent in advertising 
and other means of creating a market for our products, Mar- 
keting men as a whole developed some very dangerous prac- 
tices. 

During this period of great demand, during this period of 
great new products and promotional activities, Marketing men 
in general found it necessary to sell our products or our services 
mostly on the basis of price appeal. 

During the past 10 years we have emphasized price instead 
of value, we have sold “gimmicks” instead of features, we have 
sold “deals” instead of services. 

We have gotten a long way from our basic function, that is 
to sell the product, to acquaint the public with our product or 
our service, and to make the — want our products because 
of the values we offer, the advantages we offer over competi- 
tion, and the long term value of the product or services the 
consumer is buying. 

Gentlemen, in the past 10 years we have leaned over back- 
wards to build a national Bargain Basement, a Bargain Base- 
ment where every day is sale day. 

During these years when the consumer was willing and able 
to spend huge sums for products and services, we fell into the 
trap of making the consuming public mostly price-minded. 

We have created a Frankenstein and our buying public is a 
Frankenstein with only a dollar sign as a mind. 

Instead of selling the products and the values and the fea- 
tures, we have thought in terms of Merchandising as buying 
it cheaper and selling it cheaper. 

We have tried to out-do our competitors by quoting lower 
prices or giving longer discounts or giving trading stamps in- 
stead of selling the consumer on buying our product or our 
service because of the quality or the advantages we offer. 

During the past 10 years we have gone a long way towards 
liquidating the value of reputation. We have to a dangerous 
degree eliminated the true image of a standard brand product. 

Gentlemen, the Gospel that I want to spread is this— 

I believe that Marketing men must close up the National 
Bargain Basement. We must again sell our products on the 
basis of quality, features, and values. We must make price and 
“gimmicks” secondary. We must make the public think in 
terms of the long term instead of the immediate price at which 
a product or service is pur . 

Unless we do all these things, we are going to take away the 
incentive for building a better product. We are going to strive 
to make it cheaper just to sell it cheaper. 

Unless we quickly eliminate the profit squeeze caused by 
meeting only price competition, we are going to take away 
from our engineers and our production people the incentive 
to develop fine new products, the incentive to add features and 
quality to our present products. 

If new products cannot be sold at a fair profit to everyone, 
we are going to eliminate the incentive to create these new 
products which broaden the scope of our Marketing oppor- 
tunities. 

Let me give you just a couple of examples of what I am talk- 
ing about. Let’s talk about the Super Markets. First let me say 
that I believe that there will always be a change or an evolu- 
tion in about everything we do. I believe that Super Markets 
have represented a modern way of Marketing many products. 
I think they have brought advantages to the consumer be- 
cause they have offered better values through volume purchases 
and volume sales. 


75 


As we look back some years ago we remember that there 
were several hundreds of thousands of grocery stores serving 
the public’s needs. Some years ago a man named Saunders got 
the idea of the Super Market in which he would eliminate some 
of the services offered to the customer and he would offer 
prices lower than could be obtained at the independent grocery 
store. 

This idea caught on and by 1958 some 30,000 Super Markets 
did a greater volume of business than almost 400,000 inde- 
pendent grocery stores had done in 1950. Today some 10% or 
11% of the grocery stores are Super Markets and they do 68% 
of the total sales volume. An additional group of some 60,000 
“Superettes” or miniature Super Markets account for 25% 
of the total grocery volume. So we find that 32% of all of the 
stores do 93% of the grocery volume. 

Certainly these figures which came from a study by the 
J. Walter Thompson Company indicate that the Super Market 
has been extremely successful. 

This experience indicates that the housewives of America 
were willing to change their buying habits. The modern house- 
wife is willing to bundle up the kids, put them in the car, 
drive over to the Super Market, find a place to park, and then 
with the kids trailing by her side, she is willing to walk up 
and down the aisles, taking goods off the racks and serve her- 
self. She then repeats the process, piling the kids into the car, 
driving home, and lugs huge bags of groceries into the house. 

She is willing to do all of this and give up the services of 
having groceries delivered or having orders filled for her by 
clerks at the grocery store. This is a proven thing, and it indi- 
cates the housewives of America are willing to do this. It also 
indicates the tremendous success of a new idea in Marketing. 

But now what do we find? We find that these Super Markets 
now are forced to compete with themselves. One giant is com- 
peting with another giant. And now we find that they must 
develop new Merchandising “gimmicks” or tricks to take busi- 
ness away from the other fellow. 

Now we find that these Super Markets which have already 
offered tremendous savings to the buying public are now forced 
to cut their profits even more by offering trading stamps, but 
this idea is not one that can be patented, so all stores give either 
trading stamps or outright cash discounts. So the Merchandis- 
ing men have sustained volume only through cutting the price 
and have contributed even more to building the Frankenstein 
by making the public even more and more price conscious. 

In the last several years the discount house has entered the 
picture and now we find that discount houses are using grocery 
department as traffic building departments, and are under- 
selling the Super Markets. They are doing this with the hope 
that these customers, once they are in the store, will buy other 
products which offer better profits. 

And so we continue to make the public constantly more and 
more price conscious. 

Is it not time for Marketing men to think that perhaps the 
public would prefer to have a few more services instead of cut- 
ting the price even deeper? It seems reasonable to me that the 
housewives would prefer to have more check-out counters so 
that they would not have to stand in line so long just to pay 
their bill. 

Instead of a deeper cut in prices, perhaps they'd rather have 
more butchers at the meat counter to give them faster service. 

Perhaps as Marketing men we can make the public more 
conscious of service and values and more selective of products 
if we sell the product instead of the price, and the features in- 
stead of the “gimmicks.” 

We all know what has happened in the Automobile industry 
in the last few years. 

Because of a highly competitive condition, manufacturers 
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have been compelled to force sales beyond true market demand. 

Automobile dealers have been featuring big trade-ins and 
price cuts instead of selling the car. 

A few months ago I purchased a new station wagon for my 
son, and I thought I would use this opportunity to test the sales 
effort made by Automobile dealers. . 

I swear to you I went to 13 different dealers selling cars in 
the low-priced brackets. Not a single one of these dealers made 
even a small effort to sell me on their car. Not a single one 
tried to sell me on why I should spend even $50 or $75 more 
to buy their car because of better service, or better features or 
values. 

In far too many industries we are endeavoring to sustain 
profits by volume sales at low profit prices. 

You can take a look at the gasoline industry where billions 
of dollars are spent on research to bring us finer and better 
gasolines and oils. 

The oil industry is one of the largest advertising industries, 
spending billions of dollars to bring the product message to 
the public. 

But what has happened? In addition to telling us where we 
can get a hotel room or where is the best place to eat, in addi- 
tion to cleaning our windshields and filling our tires, they have 
found it necessary to find a “gimmick” as a way to cut price. 
Several years ago some great Merchandising man in the oil 
industry thought that if they gave trading stamps away, they 
could steal all the business from other competitors, so he 
tried it. | 

Within a matter of days all of his competitors were 
also giving trading stamps away with the net result we have 
simply had a price cut, and we have made the public 
conscious of the price or the “gimmick” instead of the 
product. Once again we have worked towards building this 
National Bargain Basement where every day is sale day. 

Now I have talked about other industries, but I'd like 
to talk to you about my own, the Television and Radio 
Industry. 

Believe me, we have one of the most active departments 
there is in this National Bargain Basement. We know all 
of the tricks of the trade in giving profits away. 

Our Industry has emphasized price so much over the past 
5 or 6 years that the public has a complete misconception 
of the true retail value of a Television set. Because prices 
have been cut so deeply and so often, and because they have 
offered $100 trade-ins on sets which were worth maybe $20, 
the public is convinced that Television sets have been 
priced too high. 

The truth is that these price cuts came out of profits. 
Television retailers operate on a totally inadequate profit. 
Distributors make unsatisfactory profits. 

I am sure you have noticed how many manufacturers in 
our industry in the past several years are showing operating 
losses, 

Thousands of retailers have been forced to drop out of 
the business. Some 50 or 60 manufacturers have had to give 
up the ghost and drop out of the business. 

Yet all of this has happened at a time when our industry 
has sold enough merchandise to enable everyone to operate 
on a profitable bésis. 

If you will jfirdon me, I would like to talk about our 
own company agd our own practices during this time when 
our industry ws reducing the quality of the product in 
order to reduce the price. I would like to talk to you about 
our practices during the time when the industry was 
offering $100 trade-in allowances for used sets worth $20, 
and during the time when our industry has literally whipped 
itself to sell Television sets at ridiculously low prices. 
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Our industry had a phenomenal growth starting in 1949. 
By 1955 industry sales had reached 7.5 million units a year. 
During this period every Marketing man was a _ hero. 
Television sets were being sold without even a demonstration. 

Starting in 1956, industry sales began to decline. By 
1957 sales were a little over 6 million units. 1958 hit an all 
time low of 5 million units. Since then it has averaged be- 
tween 5.5 million and 6 million units. Our industry en- 
deavored to sustain unit sales by introducing $99 sets and 
offering $100 trade-in allowances. 

These Marketing activities did not increase the sales 
because the sales dropped very sharply, so all that resulted 
was that what sales were made were made at lower prices 
and shrinking profits. The result was our industry was also 
going down the “Road of No Return.” We, too, were 
participating in this National Bargain Basement. 

The one exception to this Marketing fiasco was the Zenith 
Radio Corporation. 

During this period we chose to improve our product and 
our performance and our quality instead of cutting price. 

We created finer cabinet styling that would make a person 
proud to have our Television set in their living room. 

We added features such as Space Command Remote 
Control tuning to encourage our retailers to sell our products 
in preference to others, and to encourage the public to buy 
ours in preference to others. 

We greatly increased our advertising expenditures to 
bring this message of quality and performance and value to 
the buying public. 

We conducted literally thousands of sales training schools at 
the retail level so that the retailers would follow through 
and tell our quality and feature story instead of dealing only 
with price. 

The net result was that while industry sales were 
declining at a rapid rate, Zenith sales were increasing at a 
rapid rate. 

While industry profits were declining at a dangerous 
rate, Zenith profits were increasing very handsomely. 

We found that our stature at the consumer level was greatly 
enhanced and today people speak of Zenith and Quality in the 
same breath. 

We changed our industry position from 6th or 7th in 
the industry to one of commanding leadership, and for 
( past 3 years we have been far ahead of anyone else in 
sales. 

I simply point these things out to you to prove that we 
do not have to operate in a National Bargain Basement. To 
prove that the public will buy quality, features, and service 
instead of price and “gimmicks.” 

I am sure there are companies that can report such 
experiences. For example, just this week an important Mer- 
chandising Manager of the Firestone Tire & Rubber Co. 
told me that his most effective advertising are those ads 
which do not quote the price but they do sell the com- 
petitive advantages of the tires they have to offer. 

Gentlemen, let's declare a Marketing Manifesto. Let's 
resolve that we will market our products and our services 
on the basis of values, performance, features, and quality. 
Let’s generate profits which will enable us to do more 
advertising to tell the public about our products so that we 
can expand our consumer demand. 

Let's generate profits which will encourage engineers to 
improve our present products, and let's give these engineers 
and development people incentives to bring out new products 
which broaden our Market opportunities. 

Let’s resolve now to close up this National Bargain Base- 
ment. 
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EDWIN A. LOCKE, JR. 


Let's reverse the trend and try to make the public con- 
scious of our values and our products instead of price, price, 
price. Let’s close up this National Bargain Basement and 
once again make the Marketing man the important segment 
of business. 
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Let’s do a real job of Marketing instead of merchandising 
by buying it cheaper and selling it cheaper. 

Let’s look forward to the tremendous Marketing oppor- 
tunities that lie ahead of us and enhance the stature of 
Marketing in the years to come. 


A Proposal To Uniock Overseas Trade 


SEND TOP EXECUTIVES ABROAD 
By EDWIN A. LOCKE, JR., President, Union Tank Car Company 


Delivered before the Chamber of Commerce, San Francisco, California, August 2, 1961 


is being widely asked today, wherever world trade is 

discussed. Is it worthwhile to go after overseas business 
until we see what is going to happen in Berlin? I believe that 
the threat of war is going to be with us for a long time. For a 
businessman, planning for the future, the only practical course, 
it seems to me, is to proceed on the assumption that there is not 
going to be a war. A long period of continued tension, yes— 
economic and political conflict, yes—but a shooting war, no. 

Mind you, this is not a prediction. I would certainly not 
venture to prophesy. I am merely suggesting that this is the 
only realistic basis on which business can proceed. 

If we change our plans every month or so with the ebb and 
flow of danger in Berlin or any other place, we are never going 
to accomplish anything in overseas trade. In fact, I believe this 
is one of the very things the Communists are after in creating 
recurrent crisis. We must not play into their hands. The free 
world today urgently needs our economic leadership. At this 
time of all times, we cannot afford chronic indecision toward 
international trade. 

World trade is now undergoing an unprecedented expansion. 
Eight years ago, after the Korean war, the free world’s exports 
and imports of goods, taken together, totaled $150 billion. 
Last year, 1960, that total was over $220 billion, an increase 
of nearly 50%. Recently the upward trend has been accelerat- 
ing. It now seems conservative to predict a further 50% in- 
crease by 1970, or a $330 billion total. 

This expansion will unquestionably mean big new oppor- 
tunities for American industry. The question I propose to dis- 
cuss is whether we are prepared to make the most of these op- 
portunities. My own conviction is that many companies in this 
country must quickly raise their sights beyond their domestic 
operations. Otherwise they will lose their big chance in the 
1960's, and weaken their long-range earning power. 

More than that, I believe that the inaction and disinterest of 
many American companies toward world business up to this 
point are creating a serious strategic problem for the United 
States. 

The facts speak for themselves. One big fact is that while, in 
the eight strenuous years just past, the trade of the free world 
nations as a whole has been increasing at a 6% average annual 
rate, America’s foreign trade has risen at only a 4% average 
rate. As a specific example of what has been happening, the 
Common Market countries of Europe last year outsold the 
United States in exported manufactured goods substantially 
more than two to one. 

Another fact is that our percentage share of the world’s trade 
has dropped from 16% in 1953 to about 15% today. If we 
had maintained the same percentage share that we had eight 
years ago, we would have enjoyed over $2 billior: more in 


A T THE OUTSET, I want to clear away a question which 


foreign trade last year than we actually had. 

To grasp the full significance of the adverse trend, we must 
realize that since 1953 our government has been making large 
efforts to increase our foreign trade. It has improved our eco- 
nomic ties with friendly countries—promoted relations with 
the European Common Market—encouraged exports—held 
trade fairs all over the world. It has poured billions of dol- 
lars into extensive programs of economic aid to foreign nations. 
At the same time, we encouraged imports into this country. We 
were willing to see an outflow of gold to rectify our balance of 
payments. 

As for private industry, these have been the years when we 
increased our investments abroad from $16 billion in 1953 to 
$30 billion in 1960—a 90% rise, which stimulated both ex- 
ports and imports. 

Yet all this effort has not prevented our share in world trade 
from declining, if only by one percentage point, at a time when 
world trade as a whole was rising sharply. What it comes down 
to, is that other major powers have been doing a better job—a 
much better job—than we. 

The implications of our declining position in world trade 
reach very far. We see in England today what happens when a 
country experiences a sustained loss of foreign trade relative to 
the world economy. England’s freedom of action has become 
sharply restricted. Her status is suffering as she finds it neces- 
sary to reduce her military expenditures and her contributions 
to the development of other nations. Her influence in world 
affairs is inevitably diminishing. 

Our position is of course far stronger than England’s. But it 
is not invulnerable. Other nations, notably Germany and 
Japan, have been developing their foreign business at a rate 
about double our rate of expansion. Certain Russian exports 
are beginning to come up fast. If we do not materially step 
up our overseas trade, we are going to suffer serious effects in 
the near future. 

We are now pouring large amounts of capital into overseas 
armament and economic aid. We may properly criticize these 
programs as being at times badly administered and often ex- 
cessive, but the availability of foreign aid is essential to the 
development of the free world. Foreign aid in its constructive 
aspects must continue. But we cannot go on indefinitely paying 
out billions in gold to cover the resulting deficit in our balance 
of payments. The best way to offset that deficit is to sell a great 
deal more of our goods and services abroad than we have ever 
sold in the past. 

If our government is to have the maneuverability that it 
needs in today’s fast-changing world, we will have to show an 
annual balance of trade in our favor of at least $7 billion. Last 
year our trade surplus was a little over $414 billion. This year 
it will be about $5 billion. The failure of our favorable balance 








78 


of trade to rise substantially in the years immediately ahead 
could have drastic consequences for virtually every aspect of 
our strategic position in the world. 

Some people ard saying that our situation has greatly im- 
proved since last year because we are currently increasing our 
exports and reducing our imports. That, in my opinion, is a 
narrow view of the problem. The crucial fact is that we cannot 
expect to increase exports very much or for very long unless we 
also increase our imports. Only in this way cam we obtain a 
larger favorable trade balance without seriously damaging the 
economies of friendly countries on which our foreign trade so 
basically depends. 

It has been estimated that at a $50 billion level for our total 
exports and imports of goods, our favorable balance might 
reach a consistent $7 billion figure. That would permit our 
government to pursue a fruitful economic policy without sig- 
nificant loss of gold. 

How close are we to that figure? Last year, our two-way trade 
in goods amounted to $34 billion. With present trends, our 
foreign trade is not likely to reach a $50 billion level until 
around 1970. And we cannot wait that long. 

The present development of our foreign trade is far too 
slow for our needs. Unless it soon begins to parallel the ex- 
pansion of the rest of the free world, we will be in trouble. 
Our national security, as I see it, demands an all-out effort, 
beginning right now, to increase our foreign trade by an 
average of 6% a year, one-third mure than the present rate of 
growth. 

That may sound like a tall order. It is a tall order. But I have 
no doubt it can be done, if the businessmen of this country set 
their minds to it. 

I think it is fair to say that we have not yet tapped more than 
a fraction of our national potential in world trade. 

Today only one American manufacturing company out of 
25—-only 4%—is engaged in trade beyond our own boundaries. 
That leaves 96% of our manufacturers, or about 280,000 who 
are limiting themselves to the domestic market. 

I cannot believe that all of these 280,000 businesses have 
nothing to sell abroad, nothing to buy abroad, and nothing to 
invest abroad. 

It seems to me that the sensible starting point of an effort 
to lift the volume of our exports and imports is to find. out just 
what has been holding back the vast majority of American 
companies from participation in world trade. 

My own view is that American businessmen in general have 
not yet caught the meaning of the tremendous economic 
growth now taking place in every continent. They have not 
seen foreign cities and towns, which a few years ago were 
primitive by our standards, equip themselves with modern 
power, modern transportation, modern housing and modern 
industrial facilities. They have not seen rutted jungle roads 
turn into paved highways, oxcarts replaced by trucks, 

They have not seen the nationals of these areas, who have 
now been well trained and educated, take on important posi- 
tions in business, and grow each year in stature and success. 
They have not yet accepted a world that is changing at a rate 
beyond all previous human experience. 

All over the world new and attractive openings for American 
goods and services are being created. Today a number of far- 
sighted American companies which were almost wholly domes- 
tic 10 or 15 years ago are getting as much as 25% to 50% of 
their total volume and even more of their profits from their 
efforts in other countries. But many businessmen have not yet 
caught the implications of this fact for their own companies. 

It is perhaps natural that our executives today should be pre- 
occupied by the problems of our intensely competitive domestic 
economy, natural that they should close their eyes to the vast 
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changes now taking place in other countries. Natural, yes, but 
not sound. Their own long-range interests and those of the na- 
tion depend on their ability to move rapidly into the world 
markets that are open to them, before those markets are pre- 
empted by others and lost to America forever. 

Our government is now cooperating with regional com- 
mittees of businessmen to focus attention on world trade. In- 
fluential business groups such as the Chamber of Commerce of 
the United States and the National Foreign Trade Council are 
working in the same direction. More information about world 
trade is now available to businessmen than ever before. 

All this is excellent. But business in this country needs more 
than the facts about world trade opportunities and methods. 
The essential thing, in my opinion, is action. 

Far too many American executives feel that the risks of 
doing business abroad are too high to justify the effort. I know 
that from having talked with considerable numbers of them. 
Whatever they may say in public, in the privacy of their offices 
and clubs they often tell each other that American exporters 
are fighting a losing battle against low-cost foreign competi- 
tion. They shake their heads over the danger of doing business 
with unstable young countries. They point to Cuba and the 
threat of expropriation of assets. They fume at the menace of 
Russian competition. They look only at the dark side of the 
situation, and so they come up with dark and negative opinions. 

Anyone with first-hand information about world markets 
knows that while some of our producers have been hurt by 
low foreign prices, and a few by expropriation, American com- 
panies in praticallly every market in the world outside of the 
Communist countries are doing very well. 

Among them are companies which produce advanced in- 
dustrial equipment, process machinery, a wide range of high 
value consumer goods, packaged foods and many other cate- 
gories of products. In such fields there are few foreign manu- 
facturers to challenge us. For unlike other countries, we have 
an enormous domestic market for goods of this kind. Mass 
production and distribution keep our unit costs low and volume 
high, so that across a wide range of industry our selling prices 
are attractive to the rest of the world. And this big internal 
volume enables us to spend large sums on research and de- 
velopment, which gives us an accelerating flow of new prod- 
ucts, processes and designs, of steadily improving quality. 

Our manufacturers offer technical know-how and marketing 
know-how of an excellence and on a scale unmatched any- 
where else. We can assure quick delivery, sustained supply and 
good service. Hundreds of our companies have large amounts 
of capital to invest. In these and many other respects, we have 
great competitive advantages. 

And speaking of competition, I would like to remind this 
audience that we are the only nation in the world that has a 
long and solid tradition of competitive business. From the 
earliest days of the republic, free enterprise has been an essen- 
tial element of our way of life. In contrast to the traditional 
cartel practices of Europe, our business has vigorously resisted 
interference with competition. In more recent times, we have 
had anti-trust laws, and although currently many people feel 
that these laws are being arbitrarily extended, nevertheless over 
the last half century they have unquestionably played a valuable 
part in keeping our economy highiy competitive. 

Our companies know how to get their teeth into a com- 
petitive situation. They know how to analyze markets and meet 
customer demand. They know how to bring production costs 
down. They know how to distribute efficiently. If it had not 
been for their competitive drive, most of them would not be 
in existence today. 

Natural competitive toughness has proved a powerful asset 
to American companies abroad. The trouble is, not enough of 
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them are in world trade, taking advantage of their capabilities. 

The 12,000 American companies that have so far become 
active in foreign trade cannot by themselves maintain our eco- 
nomic position in the world. We need to double that figure. If 
we could increase the proportion of American companies oper- 
ating abroad from the present 4% to 8%, there would be great 
gains for our economy. 

That is certainly not impossible. There are many thousands 
of additional a gr which could do profitable business in 
other countries, if they would but make the effort. 

One of the big difficulties in getting business to move into 
new markets abroad is that company heads often push the 
decision off their desks, down to a lower organizational level. 
When that happens, the issue generally dies. It is too much to 
expect subordinates to make affirmative, bold decisions on a 
matter of such importance without active leadership from top 
management, 

Everybody knows that in opening up a new market or mak- 
ing a new investment a degree of risk is unavoidable. And it 
takes guts to take a risk. As I see it, one of the functions of 
top management is to supply those guts, when the long-range 
probabilities favor a project. Foreign trade policy in most com- 
panies is a problem for the top man, and unless he actively 
leads and directs the overseas venture, not much is likely to get 
done. 

Our first need is to get the top man in more companies to 
take personal action. I am thinking about simple, direct forms 
of action. Buying an overseas airplane ticket. Going abroad. 
Making contact with foreign businessmen and with our govern- 
ment’s commercial representatives. Studying at first hand the 
market situations, the sources of supply and the investment 
possibilities that come to light. 

I would like to see an organized program for putting 10,000 
chief executive officers of representative American companies 
on airplanes to other countries in 1962. My conviction is that 
if one of the great business groups of the country, such as the 
Chamber of Commerce of the United States, were to sponsor 
such a program, it would be making a contribution of prime 
importance to the long-range welfare of American business and 
to our national interests. 
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Let more of our businessmen see with their own eyes what 
is happening in other nations. Let them see that western Europe 
and Japan have now become important customers for the ad- 
vanced industrial products that we make. 

Let them see that many of the underdeveloped nations of 
the world are using loans from the World Bank and other 
sources to construct power and transportation facilities that 
provide the very foundation for rapid and efficient industrial 
progress, and that such countries can be good future customers. 

Let them see that in Western Europe labor is in short supply 
and wages are rising fast. Let them see that plants there do not 
have all the cost advantages over ours that have been generally 
assumed. Let them see that our own high wages, while cer- 
tainly a handicap, do nonetheless make a certain contribution 
to our competitve power by compelling a higher degree of 
efficiency in our industries than can be found elsewhere. 

I can think of no better way than personal visits overseas to 
bring more American executives into the world market, and 
quickly uncover new possibilities of business abroad. 

I recognize that the task of increasing our foreign trade is 
not entirely up to business. There are many moves that govern- 
ment ought to make as well, in the fields of taxation, tariffs, 
investment insurance, and so forth. But we cannot excuse in- 
action in the business community by saying that we have to 
wait for all these things to be done. Great progress can be 
made by management alone—now—at once—without waiting 
for government. 

It is self-starting action by business that I urge. I urge it not 
only for the sake of the thousands of American companies now 
standing at the threshold of world trade, but because of the 
fundamental interests of our nation that are at stake. In this 
country’s past hours of need, the managers of business have 
provided invaluable strength. I am not alone in believing that 
their vigor and power is again essential to make America’s 
leadership of the free world fully effective. 

The men at the top of our companies face a great responsi- 
bility and a great opportunity in world trade. I for one have 
confidence that once they come to grips with the issue, they 
will amaze themselves by their achievements. 
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'W INDUSTRIES have had the acclaim or achieved the 
growth as has the electronics industry. It has been cata- 
loged as having virtually unlimited growth potential. We 

and others like us have made it a potent force in our society. 
As a result, society expects even more brilliant achievements 
from us in the future. These are possible, even likely, but un- 
fortunately not guaranteed. There is a serious political threat 
which could have significant consequences on our ability to 
control our destiny in the future. 

As a result, I am moved to revise the title of my message 
from “Electronics Unlimited” to “Electronics Unlimited, If . . .” 
The if—the threat—which commands my attention today is 
government ownership of patents. 

While in each of our companies or laboratories, we en- 
counter many problems, for the most part, these problems are 


manageable within our own environment. However, the 
patent ownership problem has become a matter of public 
policy. It is one giant step beyond our normal control. It is a 
vital and fundamental threat to the root strengths of this in- 
dustry. 

For decades our patent system has been under attack by those 
who would socialize our economy. It was in relation to our 
scientific effort on the Atomic Bomb that the first break- 
through occurred permitting government ownership of patents. 
There may have been a unique justification for the government 
owning the inventions associated with our early atomic re- 
search because of the lethal nature of the weapon that resulted. 
But it is there that the justification should end. Recently the 
National Aeronautics & Space Administration established simi- 
lar contract provisions which stipulated that the federal govern- 
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ment should own any invention that resulted from the work 
done on NASA projects. And now this policy is threatened to 
expand over all defense contracts. Legislation was introduced in 
the last congress which would establish a uniform government 
policy of federal ownership of patents resulting from defense 
contracted research and development. 

Whereas the amount of spending from private funds by 
private industry for R & D continues to increase substantially, 
it is also apparent that the spending by government agencies 
for the similar purpose is mounting also. Whereas the rate of 
invention in private industry is increasing it is likely that a 
significant proportion of the inventions in the electronics in- 
dustry can occur during work on defense and space contracts. 

So much for history. Let us now ask if it is consistent, legal, 
practical or in the public interest for the government to ex- 
clusively own the inventions of private institutions. 

Does it follow that the government should own any of the 
patents resulting from the orders it places with the defense 
and space technology industry? It does not, any more than it 
follows that the government should usurp the patent of the 
builder who invents a new way of lifting stone while under 
contract to build a federal courthouse or the conveyor manu- 
facturer who invents a new handling mechanism while under 
contract working out an installation for the post office, or any 
more than our company should own the patent on a component 
that a supplier develops as he attempts under contract to satisfy 
one of our tighter specifications. 

The Constitution, which is a limiting device on federal 
action, never contemplated that government would enter any 
business, let alone the business of acquiring and selling patent 
rights. On the contrary, the Constitution vests in Congress the 
power “to promote the progress of science and useful arts by 
securing for limited times to authors and inventors the ex- 
clusive right to their respective writings or discoveries.” 

The fact that our industry's efforts in behalf of government 
are continuous and of larger magnitude than the courthouse 
contractor or post office supplier does not free the federal gov- 
ernment from its constitutional obligations nor its traditional 
sponsorship of p*ivate business interests. Further, the objective 
of defense procurement is to assure the availability of know- 
how that can quickly be translated into equipment for our 
armed services and space forces, not to make way for the 
federal government to enter business in competition with 
private enterprises. 

At a time when the creation of a single idea may strike the 
balance of power in the world, is no time to dull the incentive 
to invent. And let no one theorize that the current and con- 
templated government actions would have any other result. 

From a practical standpoint, what company would strive so 
hard to motivate patentable works? First, if there is no 
special reward, the incentive is reduced. Second, many im- 


provements in the art are the direct result of an engineer or . 


manager setting the objective of circumventing someone else’s 
privately owned patent. This is a consistent motivation in our 
laboratories. If all patents are owned by the government and 
available in a common pool, there is not the same incentive as 
exists today to better the already established idea. As a result, 
to an important degree, scientific progress would stagnate. 
Third, it would eventually be most difficult to determine where 
a commercial invention ended and a military invention started. 
Many military developments are expansions of commercial 
work. If an add-on development is achieved, we will rapidly 
get into a grey area of who controls what. It is obvious that if 
a judgement must be made as to whether or not the add-on 
development for the military envelops the old commerical 
patent, the government as judge and jury as well as one of the 
contesting owners, will be in a favored position to determine 
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the matter in its favor. From a procedural standpoint, what 
company would bother to go through the expense of processing 
or prosecuting a patent under circumstances such as this? And 
from an individual and inspirational standpoint, attitude is 
important in the potential inventor. If only a few innovators 
were dulled by their irritation over this injustice, the cumula- 
tive loss to our defense stature could be lethal. 

There is absolutely no evidence that the public interest 
is not properly served by present Defense Department policy 
giving the government royalty-free license under the privately 
owned patent. There is no reason to be concerned about 
concentration of patents in a few big corporations. Virtually 
everyone in our industry—large and small—is in the defense- 
space business. The very reason for the existence of so many 
of the smaller firms is their unique technical excellence. 
What an injustice to them if they create a great idea without 
patent protection. Because of some addled public policy, 
any larger company with greater resources might usurp the 
market before the smaller manufacturer could gain momen- 
tum, preventing the small firm from capitalizing on its 
creativeness, increasing employment, growing, and per- 
forming the dynamic good that private industry does for this 
country. It is hardly in the public interest to reduce the 
dynamics of small and medium private business or to reduce 
the motivation for invention as stated above. And of 
fundamental concern, the permanent establishment of this 
negative policy would be a major step in the total demise of 
our enlightened and traditional patent policy that could 
affect all industry. 

We have so far addressed ourselves to the proposition that 
it is neither practical, consistent, legal, nor in the public 
interest to continue with or to expand on the government 
ownership of patents. Now let us examine—(A)—what 
the alleged justification is for the continuance and the ex- 
pansion of the government ownership policy and—(B)— 
what the consequences of the application of this thinking 
would be to our society. 

The alleged justification for this policy is that the public 
is paying for this work through the media of a government 
contract and therefore the public should own that for 
which it pays. Further, it is alleged to be unfair for an 
individual company, particularly the large companies, to 
enjoy not only the profits of defense and space business 
but the windfall of a patent which it could possibly exploit 
in the commercial market. As we finally develop our 
analysis here, we will see later how this pseudo-justification 
can be expanded with dire consequences to both our in- 
dustry and to our society. 

The timing for the establishment of this threatening policy 
could not be more fortuitous for the government. You and I 
know that we are on the threshold of a completely revised 
electronic science, built around circuits fashioned from 
molecular structures. Further, because of the demands placed 
on our industry for defense and space purposes, in excess 
of 50% of our engineers are working on government projects. 

Let us assume that the government forced the patent 
ownership policy on our industry. And let us further assume 
that for some altruistic reason, industry would go through 
the trouble of processing patent forms on those developments 
from defense department R & D after which the govern- 
ment would assume title. At the end of a period of ten or 
fifteen years, the government could own a large per cent 
of all the basic ideas then currently useable in the electronic 
art. The atmosphere then would be ripe for the following 
conditions to develop. First, we might have a veritable in- 
dustrial jungle wherein everyone would have the same 
rights as any other to exploit the other companies’ ideas. 
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